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E.O. 11652: N/A 
TAGS: EAGR, EEC 

SUBJECT: EC CIGARETTE EXCISE TAX HARMONIZATION 
REF: (A) 75 EC BRUSSELS 10652, (B) 75 EC A-230 

1 . THE COMMISSION HAS PROPOSED TO THE EC COUNCIL A SECOND 
STAGE FOR THE HARMONIZATION OF CIGARETTE EXCISE TAXES TO BEGIN 
ON JULY 1, 1977 AND TERMINATE ON DECEMBER 31, 1980. THIS PRO- 
POSAL WOULD REQUIRE THAT THE SPECIFIC COMPONENT OF THE TAX 
BE NOT LESS THAN 15 PERCENT AND NO MORE THAN 50 PERCENT OF THE 
TOTAL TAX BURDEN, I.E., EXCISE PLUS VALUE ADDED TAXES. (VAT). 

UNDER THE FIRST STAGE. THE PERMITTED RANGE OF THE SPECIFIC TAX 
WAS 5 TO 75 PERCENT OF THE TOTAL EXCISE TAX (EXCLUDING VAT). THE 
PROPOSAL DOES NOT SET THE TAX PROPORTIONS FOR THE THIRD AND FINAL 
STAGE OF HARMONIZATION. HOWEVER, COMMISSION OFFICIALS BELIEVE 
THE FINAL RATIO OF AD VALOREM TO SPECIFIC TAX WILL LIKELY BE 
70:30 OR 75:25. 


2. THE INCLUSION OF THE VAT IN THE CALCULATIONS WILL OFFSET 
SOMEWHAT THE REDUCTION IN THE SPECIFIC COMPONENT OF THE EXCISE 
DUTY REQUIRED OF COUNTRIES CURRENTLY APPLYING THE 
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WHICH CURRENTLY APPLY THE MINIMUM SPECIFIC COMPONENT WILL HAVE TO 
MAKE A LARGER TAX ADJUSTMENT THAN WOULD BE THE CASE IF THE VAT 
WAS NOT INCLUDED. FOR EXAMPLE, THE CURRENT LEVEL OF THE SPECIFIC 
COMPONENT IN BOTH GERMANY AND DENMARK IS ABOUT 63 PERCENT 
RATHER THAN 75 PERCENT, IF VAT IS INCLUDED IN THE TAX BASE. THUS, 

THE SECOND STAGE WOULD ACTUALLY REQUIRE A DROP FROM 63 
RATHER THAN 75 PERCENT TO 50 PERCENT FOR THESE TWO COUNTRIES. 

3. COMMISSION OFFICIALS CALCULATE THAT THE SECOND STAGE 
REQUIREMENTS WOULD HAVE A SUBSTANTIAL IMPACT ON CIGARETTE 
PRICES IN THOSE COUNTRIES CURRENTLY MAINTAINING THE MINIMUM 
PERMITTED SPECIFIC TAX, AND ONLY A MARGINAL IMPACT ON PRICES 
IN COUNTRIES MAINTAINING THE MAXIMUM PERMITTED SPECIFIC TAX. 
CONSEQUENTLY, THEY SAY THAT THE PROPOSED REQUIREMENTS WOULD GIVE LOWE 
R- 

PRICED CIGARETTES LESS OF A PRICE ADVANTAGE THAN THEY HAD PREVIOUSLY, 
AND WOULD ACCELERATE THE CONSUMER PREFERENCE SWING TOWARD 
CIGARETTES WITH LIGHT TOBACCO. COMMENT: ABOUT 75 PERCENT OF US 
TOBACCO EXPORTS TO TO THE UK, IRELAND, DENMARK, AND GERMANY 
WHERE A HIGH SPECIFIC COMPONENET TO THE TAX IS CURRENTLY IN EFFECT. 

IN THESE COUNTRIES, THE NEW REQUIREMENTS WOULD REDUCE THE PRICE 
COMPETIVENESS OF THE HIGHER-PRICED US TOBACCO. MOREOVER, IF A 
UNIFORM 70 TO 75 PERCENT AD VALOREM TAX IS IMPOSED THROUGHOUT 
THE COMMUNITY IN THE THIRD STAGE, THIS WOULD FURTHER REDUCE THE 
COMPETIVENESS OF US TOBACCO EXPORTS IN THES COUNTRIES. END 
COMMENT. 

4. A COPY OF THE PROPOSAL AND ADDITIONAL COMMISSION COMMENTS 
ARE BEING TRANSMITTED BY AIRGRAM. MORRIS 
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